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Recommendations for Phasing Down Interim
Hold-Harmless Provision

REPLY OF PUERTO RICO TELEPHONE COMPANY, INC.

Puerto Rico Telephone Company, Inc. (“PRTC”), by its attorneys, hereby replies to
comments filed in response to its petition for reconsideration of the Commission’s decision to
phase-down hold harmless support through one-dollar reductions in average monthly, per-line
support in each PRTC study area beginning January 1, 2001.! As PRTC described in its January
17, 2001 Petition, this phase down would repeat annually until the support is eliminated, with
high cost support to a majority of PRTC’s lines being eliminated after the second year of the
phase down. To address the potential adverse impact on universal service, PRTC has proposed
that phase-down be postponed until a review of the model mechanism is completed in 2003, or,
in the alternative, that the Commission determine reductions in per-line hold-harmless support on
a wire center basis, consistent with the current universal service rules.

The Telecommunications Regulatory Board of Puerto Rico (“Puerto Rico Board™)

“strongly supports” PRTC’s latter proposal and “recommends that the Commission modify its

! Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Thirteenth
Report and Order and Further Notice of Proposed Rulemaking, FCC 00-428 (rel. Dec. 8, 2000)
(“USF Thirteenth Report and Order™); 65 Fed. Reg. 78990 (Dec. 18, 2000).
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2 n contrast,

phase-down mechanism to be consistent with its cascade distribution mechanism.
AT&T and WorldCom oppose PRTC’s petition, but these parties fail to explain why it is
appropriate to deny universal service support using a methodology that is inconsistent with
existing rules and to impose this burden on consumers where the total service penetration rate is
currently below 75 percent. The position advocated by AT&T and WorldCom is contrary to
public policy and with the basic purpose of universal service, and the Commission should grant

PRTC’s Petition for Reconsideration.

I COMMENTERS DO NOT REBUT PUERTO RICO’S CONTINUED NEED FOR
UNIVERSAL SERVICE SUPPORT

WorldCom opposes PRTC’s request to postpone the hold harmless phase down, claiming
that “PRTC fails show [sic] it will suffer a rate shock that is either unusually large per line, or

> AT&T sounds a similar theme, declaring that

that is unique compared to other carriers.
“PRTC has shown no basis for . . . delaying the transition to the new forward-looking cost
mechanism.” To the contrary, Puerto Rico’s continued need for universal service support is

evident from the record in this proceeding. Puerto Rico’s current subscribership rate is

approximately 74 percent,’ while the national subscribership rate exceeds 94 percent.’ Indeed,

2 Comments of Telecommunications Regulatory Board of Puerto Rico (filed Jan. 29,
2001) at 3 (“Puerto Rico Board Comments”).

* Opposition of WorldCom, Inc. (filed Apr. 2, 2001) at 3 (“WorldCom Opposition”).

* Opposition of AT&T, Corp. (filed Apr. 2, 2001) at 4 (“AT&T Opposition™).

* See Letter from Tina M. Pidgeon, Drinker Biddle & Reath LLP, to Magalie Roman
Salas, Secretary, Federal Communications Commission, CC Docket No. 96-45 (Jan. 29, 2001);
PRTC Percentage of Households with a Telephone, December 2000 (attached hereto).

6 Telephone Subscribership in the United States (Ind. Anal. Div., Com. Car. Bur. rel.
Mar. 2001), Table 1 at 6.



the Puerto Rico Board recently reported the results of its own extensive field study, by which it
concluded telephone subcribership in Puerto Rico to be 74.5 percent.

The issue of telephone subscribership in Puerto Rico should be one of serious concern to
regulators and carriers alike. WorldCom, however, declares that “[t]he loss of a subsidy may be

"7 Yet, these are the very subscribers —

made up through higher per line charges on subscribers.
and non-subscribers — that can least afford higher charges. According to the Puerto Rico Board,
the loss in support (that WorldCom proposes be offset by higher rates to consumers) would be
“unduly severe and has the potential for undue rate shock.”® Against this background, it is plain
that the Commission’s prior conclusion that the hold harmless phase down “balances the need to
phase down interim hold-harmless support in an equitable way with a desire to minimize
potential rate shock for Puerto Rico” is unsustainable. Instead, the potential for rate shock and
the impact on subscribership in Puerto Rico requires that the Commission coincide
implementation of the phase down with review of the forward-looking mechanism, which is to

be completed in less than two years.

II. THE PHASE-DOWN MECHANISM AS ADOPTED IS CONTRARY TO
UNIVERSAL SERVICE PRINCIPLES AND RULES

WorldCom claims that PRTC’s alternative proposal to implement the hold harmless

phase down on a wire center basis “cannot be reliably implemented.” Specifically, WorldCom

7 WorldCom Opposition at 3. WorldCom’s analysis that PRTC’s loss of support is
“comparable” to that of other parties does not withstand scrutiny. The high cost support amount
eliminated as of January 1, 2001, for Puerto Rico based on PRTC’s line count was $15,465,228,7
seven times more than the next highest loss. Federal-State Joint Board on Universal Service, CC

Docket No. 96-45, Thirteenth Report and Order and Further Notice of Proposed Rulemaking,
FCC 00-428 (rel. Dec. 8, 2000) at Appendix C.

8 Puerto Rico Board Comments at 4.

® WorldCom Opposition at 4.




objects that the Commission and companies do not have embedded cost data at the wire center
level. WorldCom’s opposition to PRTC’s wire center phase down proposal is inconsistent with
the Commission’s cascade rule and WorldCom’s own support for PRTC’s transition to this same
forward-looking cost model. Under Section 54.311(b) of the Commission’s rules, hold-harmless

support is distributed first to wire centers with the highest forward-looking economic cost per-

line. Thus, the Commission has already determined that hold harmless amounts would be
distributed on a wire center basis by according to costs predicted by the forward-looking model
without regard for carrier records on a wire center basis, so there is no basis for refusing to apply
the phase down in the same manner. WorldCom also objects to PRTC’s proposal for a wire
center phase down because companies do not “keep data on that basis.”'® PRTC knows of no
company that keeps “forward-looking™ data, but WorldCom apparently does not find the lack of
such data to be troublesome when advocating carrier transition to the forward-looking model
methodology. WorldCom’s inconsistent position provides no basis for the Commission to adopt
WorldCom’s reasoning on either the matter of postponing PRTC’s hold harmless transition or its
wire center phase down proposal.
In contrast, the Puerto Rico Board expresses its firm support for PRTC’s wire center
phase down proposal based on the Board’s own investigation. The Board reports
Approximately one-half of the reported lines in the [PRTC] large study area
receive all hold harmless support for the study area. The effect of not having the
phase-down approach consistent with the distribution method is that end-user

customers in targeted wire centers will realize nearly a $2.00 per line per month
reduction in hold harmless support during the phase-down period. The Board

considers a nearly 100 percent increase in the reasonable $1.00 per line per month
reduction adopted by the Commission to be unduly severe and has the potential

for undue rate shock.'!

' WorldCom Opposition at 4.

' Puerto Rico Board Comments at 4.




As a result, the Board recommends both that the Commission modify its phase-down approach to
apply only to these lines that receive support under the cascading requirement and to ensure that
any reduction per line does not exceed the amount of support for that line.'* Contrary to
WorldCom’s claim," the adoption of PRTC’s proposal will provide a real benefit to Puerto Rico
consumers (over 500,000 lines) who reside in areas where support must be targeted in
accordance with the Commission’s rules. In the absence of a postponed phase down, only the
wire center phase down will “ensure a prompt, equitable phase-down of interim hold-harmless
»14

support without causing undue rate disruption.

III. PARTIES AGREE THAT A PHASE DOWN MUST BE COMPETITIVELY
NEUTRAL

In its Petition, PRTC also requested that if the Commission does not reconsider its
decision to phase down hold harmless support, then it should clarify that the phase down shall
apply to all carriers receiving such support, not just incumbent local exchange carriers. Both the
Puerto Rico Board and WorldCom agree that competitive neutrality is required and intended by
the Commission.””> Any phase-down methodology must apply to competitive carriers in the same

manner as applied to incumbent carriers.

12&

" WorldCom Opposition at 4 (“it is highly improbable that PRTC would gain much if
the Commission were to reduce support on a wire center basis”).

' USF Thirteenth Report and Order at § 1.

15 See Puerto Rico Board Comments at 5; WorldCom Comments at 5.



IV.  CONCLUSION

PRTC respectfully requests that the phase down of high cost support be postponed for
Puerto Rico until the Commission completes review of the forward-looking mechanism on
January 1, 2003. As explained in PRTC’s Petition for Reconsideration, this approach is
consistent with the Commission’s treatment of Long Term Support, coincides with the
Commission’s plan for review of the model, and satisfies the public interest in encouraging
increased subscribership in Puerto Rico. In the alternative, the Commission should apply its
phase-down schedule on a wire center, rather than a study area basis. The Puerto Rico Board
agrees that reducing support on a study area basis and targeting support on a wire center basis
increases the possibility for rate shock by eliminating support to end users in excess of $1.00 per
month, contrary to the Commission’s intent. Finally, any support reductions must be applied in a
competitively neutral manner, reducing support to incumbents and competitors alike that serve
study areas where hold harmless support is subject to the phase down.

Respectfully submitted,

PUERTO RICO TELEPHONE COMPANY, INC.

/-
By: e "/@Z
Joe D. Edge
Tina M. Pidgeon d//
DRINKER BIDDLE & REATH LLP
1500 K Street, N.-W.
Suite 1100
Washington, DC 20005
(202) 842-8800
(202) 842-8465 (fax)

Its Attorneys

Dated: April 12, 2001
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CERTIFICATE OF SERVICE

I, Colleen A. Mulholland, certify that a copy of the foregoing Reply of Puerto Rico
Telephone Company, Inc. was mailed by first-class mail, postage pre-paid, on this 12" day of
April, 2001 to each of the following individuals or entities (unless otherwise indicated):

Ms. Sheryl Todd*

Accounting Policy Division

Common Carrier Bureau

Federal Communications Commission
445 Twelfth Street S.W.

Room 5-B540

Washington, DC 20554

(Three copies)

International Transcription Service, Inc.*
1231 20" Street, N.W.

Washington, DC 20037

(Hard copy and diskette)

Veronica M. Ahern

Counsel for the Telecommunications
Regulatory Board of Puerto Rico

Nixon Peabody, LLP

401 Ninth Street, NW, Suite 900

Washington, DC 20004-2128

Mark C. Rosenblum

Judy Sello

Counsel for AT&T Corp.
Room 1135L2

295 North Maple Avenue
Basking Ridge, NJ 07920

L. Marie Guillory

Daniel Mitchell

National Telephone Cooperative
Association

4121 Wilson Boulevard, 10™ Floor

Arlington, VA 22203-1801

Richard A. Askoff

Joe A. Douglas

Counsel for National Exchange
Carrier Association

80 South Jefferson Road

Whippany, NJ 07981

Margot Smiley Humphrey
Counsel for National Rural
Telecom Association
Koteen & Naftalin, LLP
1150 Connecticut Ave., N.-W.
Washington, DC 20036

Stuart Polikoff
Director — Government Relations
Organization for the Promotion and
Advancement

Of Small Telecommunications Companies
21 Dupont Circle, NW, Suite 700
Washington, DC 20036

Steve Ellenbecker

Chairman

Wyoming Public Service Commission
Hansen Building, Suite 300

2515 Warren Avenue

Cheyenne, WY 82002

George N. Barclay

Michael J. Ettner

Counsel for General Services
Administration

1800 F Street, NW, Room 4002
Washington, DC 20405



Larry Fenster

WorldCom, Inc.

1801 Pennsylvania Avenue, N.W.
Washington, DC 20006

Paul J. Feldman, Esq.

Counsel for Roseville Telephone Co.
Fletcher, Heald & Hildreth, PLC
1300 North 17" Street

11" Floor

Arlington, VA 22209

Glenn H. Brown

Counsel for Roseville Telephone Co.
McLean & Brown

9011 East Cedar Waxwing Drive
Chandler, AZ 85248

Richard A. Beverly

Counsel for Public Service Commission
Of the District of Columbia

1333 H Street, NW

7™ Floor, East Tower

Washington, DC 20005

Lawrence E. Sarjeant

Linda L. Kent

Keith Townsend

John W. Hunter

Julie L. Rones

Counsel for United States Telecom
Association

1401 H Street, NW, Suite 600
Washington, DC 20005

Cynthia B. Miller, Esq.

Counsel for Florida Public Service
Commission

Capital Circle Office Center

2540 Shumard Oak Boulevard
Tallahassee, FL. 32399-0850

Jay C. Keithley

Rikke K. Davis

Counsel for Sprint Corporation
401 9™ Street, NW, Suite 400
Washington, DC 20004

Joseph DiBella

Michael E. Glover

Edward Shakin

Counsel for Verizon

1320 North Court House Road, Eighth Floor
Arlington, VA 22201

*Hand Delivery
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